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PART A 


MULTIPLE CHOICE QUESTIONS (20 marks) 


Select the correct answer to each of the following TEN (10) questions and record your answer 


on the answer sheet provided on page 6. Each question carries 2 marks. 


Profit-seeking producers will produce only private goods because: 


a0 5 p 


the cost of production is easily found. 

buyers will be willing to pay for them because benefits are excludable. 
they are small enough that everyone can afford them. 

they are greedy. 


When there is a positive externality, the: 


a 
b. 
Cc 
d 


marginal private benefit is equal to the marginal social benefit at equilibrium. 
marginal private costs are declining. 

marginal private benefit is less than the marginal social benefit at equilibrium. 
marginal private benefit is greater than the marginal social benefit at equilibrium. 


What does a market supply curve reflect? 


ao 5 ® 


Social costs of producing a good or service. 
External benefits of producing a good or service. 
External costs of producing a good or service. 
Private costs of producing a good or service. 


In which of these situations is there no deadweight loss? 


ao 5 p 


Consumption of a common resource without government restrictions. 

Free market production of a private good with a negative externality. 

Free market consumption of a private good with a positive externality. 

Free market production and consumption of a private good without any externalities. 
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A good that is both rival and excludable is a: 


private good. 
quasi-public good. 


common resource. 


Qo 5 ® 


public good. 


When country A can produce a product at a lower opportunity cost than country B, the country 
A is said to have: 


a productive advantage. 
an absolute advantage. 


an unfair advantage in terms of resource allocations. 


a0 5 p 


a comparative advantage. 
An import quota: 
reduces the quantity imported and raises prices. 


reduces the quantity imported and lowers prices. 
increases the quantity imported and lowers prices. 


a9 5 p 


increases the quantity imported and raises prices. 


The free rider problem refers to a situation in which: 


a. the marginal cost of allowing additional consumers to consume a public good is zero. 
people consume a pure public good without payment, even though the good may not be 
produced if no one chooses to pay. 
markets fail to allocate resources efficiently when benefits outweigh costs. 
high-income individuals subsidise the production of goods, such as education, that make 
society better off. 
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9) If Sweden exports mobile phones to Denmark and Denmark exports butter to Sweden, which of 


the following would explain this pattern of trade? 


a. Sweden has a higher opportunity cost of producing mobile phones than Denmark, and 
Denmark has a higher opportunity cost of producing butter. 

b. The opportunity cost of producing butter in Denmark is higher than the opportunity cost of 
producing butter in Sweden. 

c. Sweden must have an absolute advantage in producing mobile phones and Denmark must 
have an absolute advantage in producing butter. 

d. Sweden has a lower opportunity cost of producing mobile phones than Denmark and 
Denmark has a comparative advantage in producing butter. 


10) 
Price 
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In Figure 1, with free trade consumers gain area: 
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PART B 


SHORT ANSWER QUESTIONS (80 marks) 
Answer all EIGHT (8) questions. Each question carries 10 marks. 


USE THE ANSWER BOOKS PROVIDED 


11) 


12) 


13) 


14) 


15) 


16) 


17) 


18) 


Use a Production Possibility Frontier to illustrate and explain the concepts of efficient, 
inefficient, and unobtainable production (6 marks). Use a second diagram to illustrate 
technological change (4 marks). Identify assumptions that you make. 


Define producer’s surplus and consumer’s surplus (4 marks). Present these on a graph 
representing a market (4 marks). Define economic surplus and explain how it can be 
interpreted as a measure of economic welfare (2 marks). 


In economics, what is an externality (2 marks)? Provide an example of a positive 
externality in consumption (2 marks) and of a negative externality in production (2 
marks). Suggest for each example whether consumption/production in the market 
would be at a higher or lower level than that which is socially efficient. (4 marks). 


In economics, what is tax incidence (2 marks)? Using one or more supply and demand 
diagrams, show that the incidence of a tax on a product’s production process will vary 
according to demand elasticity conditions (8 marks). 


Whatis the economic impact of government-imposed price floors in a market (6 marks)? 
Explain using a diagram (4 marks). State any assumptions. 


Use a diagram to illustrate and explain the price and quantity achieved by a monopoly 
(4 marks). Show on your diagram that a monopoly is associated with a loss of economic 
efficiency, relative to a perfectly competitive market (6 marks). 


In economics, what is asymmetric information (2 marks)? Explain how asymmetric 
information might have an impact on the market for used cars (5 marks). Explain how 
firms in the used car industry attempt to correct for this market failure (3 marks). 


With the aid of a diagram illustrate the effects of an import tariff on prices and quantities 
traded on the domestic market (4 marks). Use your diagram to identify and describe 
the welfare effects of the tariff (6 marks). 
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Student Name 
Student Number 


PART A 
ANSWER SHEET 


Please CIRCLE clearly the correct answer. 


Question 
1. eae *be °ce ede 
2. eae “be °ce ede 
3. eae “be °ce ede 
4. eae *be °ce ede 
5. eae “be °ce ede 
6. eae “be °ce ede 
7. eae *be °ce ede 
8. eae “be °ce ede 
9. eae *be °ce ede 
10. eae “be °ce ede 
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